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Two rather unexpected developments stemming from the recent 

introduction of money market deposit accounts and super-NOWs have impli­

cations for the long-run monetary targets to be considered for 1983. 

One unexpected development has been the extreme rapidity and large size 

of the reaction to the availability of MMDAs, coupled with a somewhat 

larger portion of these funds than might have been anticipated coming 

from non-M2 sources--and explained in part by the aggressive initial 

pricing of MMDAs by banks and other depository institutions in an effort 

to regain or retain market shares. The second has been the apparently 

minor involvement of M1 in these shifts. 


These developments, for one thing, seem to make it virtually 


impossible to retain the tentative 6 to 9 percent M2 target range covering 


the period from QIV '82 to QIV '83 established at the July '82 meeting. 


In the bluebook, making what we hope are not unreasonable assumptions 


about future shifts into W A S  (and we assume some continuation through-


out the year but at a considerably slower pace), we translated the 6 


to 9 percent into a 9 to 13 percent range. 
 We would expect actual growth 


most likely to be in the upper half of that range, assuming growth ab-

I 

stracting from shifts of just over 8 percent for the year, and shifts 

adding about 3 to 4 percentage points. If in an effort to put the bulk 


of the shifts behind, the F O X  shifted the bsse for N2 to the February-Merch 

period, as suggested in the draft directive, it would still be risky to 

retain a 6 to 9 percent range, assuming an 8 percent underlying growth in 

ML starting now. Our estimate of the shifts adds about one percentage point to 

the 4 ao that the 9 percent upper limit has little flexibility in it. 
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A f i r s t - q u a r t e r  base would more c l e a r l y  requi re  a higher  range i n  par t  

because t h e  s h i f t s  t h a t  occurred ea r ly  t h i s  year  would not be a s  f u l l y  

captured i n  t h e  base f o r  t h e  growth r a t e .  

What underlying growth f o r  M2 i s  reasonable f o r  1983 i s  of 

course a b a s i c  i s s u e  fo r  t h e  Committee, although t h e r e  i s  a genuine 

ques t ion  about whether one can see through t h e  ongoing i n s t i t u t i o n a l  changes 

s u f f i c i e n t l y  t o  permit such an a b s t r a c t  concept t o  be measured with any 

r e a l  c e r t a i n t y .  A s  J i m  mentioned, we have assumed an "underlying" 8 per-

cent  f o r  If2 from he re  on i n  making GNP fo recas t s .  This presumes t h a t - ­

a b s t r a c t i n g  from s h i f t s - - t h e  sharp drop i n  income ve loc i ty  of M2 of l a s t  

year  i s  not repeated.  Our assumption i m p l i e s  a s l i g h t  dec l ine  i n  underlying 

ve loc i ty ,  not  out of l i n e  with a view t h a t  t h e  a v a i l a b i l i t y  of market r a t e s  

on key M2 components w i l l  work t o  keep growth i n  t h a t  aggregate over severa l  

q u a r t e r s  f a i r l y  c lose ly  i n  l i n e  with GNP. However, i n  l i g h t  of l a s t  yea r ' s  

experience with v e l o c i t y ,  i t  would not seem unreasonable t o  set an upper 

l i m i t  for t h e  M2 range t h a t  provides aome room f o r  the p o s s i b i l i t y  t h a t  

money demand may cont inue t o  be s t ronger  than normal i n  r e l a t i o n  t o  income. 

The lower p a r t  of t h e  range does provide scope f o r  a reversa l  of  l a s t  

y e a r ' s  s t rong  demand f o r  l i q u i d i t y  r e l a t i v e  t o  income should t h a t  develop 

out of t h e  more s t a b l e  f i n a n c i a l  and economic environment t h a t  i s  presumed 

a t  t h i s  point  t o  be ahead. 

The arguments f o r  some cont inuing s t r eng th  i n  bas i c  money demand 

can a l s o  be made with respec t  t o  M l .  The r e l a t i v e l y  minor involvement of  

Ml i n  recent  s h i f t s  tends t o  make i t  a b i t  more p l aus ib l e  t o  consider  

s t i p u l a t i n g  an M1 range f o r  1983. I f  t h e  Committee were t o  take  such a n  

approach a t  t h i s  t i m e ,  t h a t  need not  of  course necessa r i ly  involve re-

s t o r i n g  M1 t o  c l e a r  primacy of p lace  a s  a guide t o  shor t - run  open market 

opera t ions ,  but  t h e  pub l i c ' s  percept ion would sure ly  be t h a t  Ml had once 
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aga in  become important and t h e r e  would be a need somehow t o  ind ica t e  i t s  

degree of importance. 

The d i f f i c u l t i e s  of i n t e r p r e t i n g  M 1  a s  NOW accounts ,  which 

combine t r ansac t ions  and savings f e a t u r e s ,  increas ingly  become a more 

important component of  t h e  aggregate  argue f o r  re ly ing  l e s s  s t rongly 

on i t s  behavior than i n  t h e  pas t .  A t  l e a s t  fo r  1983, unce r t a in t i e s  of 

i n t e r p r e t a t i o n ,  including ques t ions  about ve loc i ty  raised by l a s t  y e a r ' s  

unusual behavior ,  a l s o  argue f o r  s e t t i n g  a r e l a t i v e l y  wide range, i f  a range 

i s  t o  be given. A range with an upper l i m i t  of a couple of po in ts  above 

t h e  2% t o  5% percent range f o r  1982 would s t i l l  imply slower a c t u a l  growth 

than  l a s t  year .  It would a l s o  al low f o r  a much slower increase  t h i s  year  

Ai n  t h e  income v e l o c i t y  of M l  than  h i s t o r i c a l  pa t t e rns  would s u g g e s t .  

slower than  average ve loc i ty  r i s e  t h i s  year  may be most l i k e l y  i f  short-term 

i n t e r e s t  r a t e s  s t a y  around cu r ren t  l e v e l s ,  a s  we have pro jec ted ,  keeping 

t h e  i n t e r e s t  r a t e  l o s s  from placing savings funds i n  NOW accounts (o ther  

than  super-NOWs) small r e l a t i v e  t o  market instruments,  and i f  super-NOWs 

a r e  t o  show any p a r t i c u l a r  growth. 

The monetary range which appears moat suscep t ib l e  t o  a reduction 

f o r  1983 r e l a t i v e  t o  1982 i s  t h a t  f o r  M3. Reducing t h a t  range might not be 

cons i s t en t  with i n s t i t u t i o n a l  developments i n  t h e  degree t h a t  banks and 

t h r i f t s  t ake  advantage of W A S  sharply t o  increase  t h e i r  share  of t o t a l  

c r e d i t  flows. However, we have assumed a r e l a t i v e l y  moderate increase  i n  

deposi tory i n s t i t u t i o n s '  share  of t o t a l  c r e d i t  t h i s  year ,  which leaves  

t h e i r  share  wel l  below average experience of t h e  pas t  t h i r t y  years ,  and 

appears  cons i s t en t  with continued e f f o r t s  t h i s  year  by businesses  t o  r e l y  

heavi ly  on longer-term borrowing,rather than  bank c r e d i t ,  t o  s t rengthen  

balance shee t  pos i t i ons .  Moreover, some of t h e  i nc rease  i n  deposi tory 



-4-


i n s t i t u t i o n s '  share  of c r e d i t  would a l s o  come a t  the  expense of money 

market funds, a n  o f f s e t t i n g  f a c t o r  i n  measurement of M3. 

We have presented a t o t a l  c r e d i t  range, measured by domestic 

nonf inanc ia l  deb t ,  f o r  t h e  Committee's considerat ion.  The range cen te r s  

on 9-112 percent  growth, about t h e  same a s  l a s t  year ,  and t h e  suggested 

width of t h e  range i s  cons is ten t  with t h e  standard devia t ion  i n  t h i s  

growth r a t e  over t h e  pas t  decade. The c r e d i t  f i gu res  were developed 

o u t  of t h e  flow of funds accounts cons is ten t  with our GNP projec t ion .  A s  

with t h e  monetary aggregates ,  t h e  c r e d i t  f i g u r e  does a l s o  i m p l y  a weaker 

behavior  of ve loc i ty - - the  r a t i o  of  GNP t o  debt--than might be expected i n  

a c y c l i c a l  recovery.  I n  p a r t  t h i s  may mirror  expected a s s e t  behavior:  it 

a l s o  seems t o  r e f l e c t  a r e l a t i v e l y  weak i n t e r n a l  cash flow f o r  bus inesses ,  

which a r e  not  t he re fo re  i n  a pos i t i on  t o  r e s t r a i n  borrowing a s  much a s  usual .  

On balance,  M r .  Chairman, it i s  hard t o  see  a case f o r  reducing 

annual monetary and c r e d i t  growth ranges f o r  1983 r e l a t i v e  t o  1982 (except 

poss ib ly  f o r  M3) unless  one were t o  expect a very sharp r e v e r s a l  of l a s t  

yea r ' s  l i q u i d i t y  behavior.  I n s t i t u t i o n a l  changes i n  process ,  and t h a t  

have cumulated over time, appear t o  m i l i t a t e  aga ins t  a sharp  r e v e r s a l ,  

accompanied by a s u b s t a n t i a l  r i s e  i n  ve loc i ty .  While on t h e  o t h e r  hand 

it seems q u i t e  doubtful  t h a t  ve loc i ty  w i l l  be  a s  weak a s  l a s t  year ,  t h e r e  

is enough prospect of a degree of  weakness r e l a t i v e  t o  h i s t o r i c a l  pa t t e rns  

t o  suggest cons idera t ion  of t h e  need t o  ra ise  t h e  upper l i m i t s  of  some 

ranges.  However, if t h a t  were done, t h e  i n s t i t u t i o n a l  b a s i s  f o r  change 

would need t o  be c a r e f u l l y  explained t o  minimize t h e  odds t h a t  any inc rease  

i n  ranges would heighten e x i s t i n g  f e a r s  t h a t  t h e  l a r g e  prospect ive budgetary 

d e f i c i t s  a r e  going t o  prove t o  be i n f l a t i o n a r y  because of accompanying 

monetary expansion. 
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Desk o p e r a t i o n s  s i n c e  t h e  December 21 meeting have been 

aimed a t  m a i n t a i n i n g  an approximately s t eady  degree of p re s su re  on 

bank r e s e r v e  a v a i l a b i l i t y ,  while  monetary measures were s u b j e c t  t o  

unusual  f l ows  because of new d e p o s i t  accounts .  Growth i n  t h e  broad 

monetary a g g r e g a t e s  turned o u t  t o  be q u i t e  moderate i n  December, 

b u t  t h e r e  was a huge expansion i n  January,  e s p e c i a l l y  i n  M2, f a r  

above e a r l i e r  a n t i c i p a t i o n s .  The massive growth i n  M2 reflected 

large f lows  of funds  i n t o  newly au tho r i zed  money market d e p o s i t  

accoun t s ,  s t a r t i n g  i n  mid-December, a s  f i n a n c i a l  i n s t i t u t i o n s  com­

peted a g g r e s s i v e l y  for market s h a r e  i n  t h e s e  c e i l i n g - f r e e  accounts.  

It seemed clear t h a t  a s i z a b l e  par t  of t h e  M2 bulge r e f l e c t e d  re-

d i s t r i b u t i o n  of l i q u i d  asset hold ings  r a t h e r  t han  f r e s h  money and 

credit c r e a t i o n .  M3 also showed s i z a b l e  growth, although p a l e  

a l o n g s i d e  M2, as banks permi t ted  CD o b l i g a t i o n s  t o  run off. 

Against  t h i s  background, and i n  l i n e  with Committee 

d e c i s i o n s  i n  December, supplemented by conference  c a l l  d i s c u s s i o n s  

i n  January,  r e s e r v e  p a t h s  were r e a d j u s t e d  through t h e  per iod t o  

m a i n t a i n  a reserve gap of $200 mi l l i on  t o  be m e t  a t  t h e  d i scoun t  

window. A borrowing gap of t h a t  s i z e  would o r d i n a r i l y  be as soc ia t ed  

w i t h  F e d e r a l  funds  t r a d i n g  close t o  t h e  8 1/2 pe rcen t  d i scoun t  rate,  

and t h i s  d i d  i n  fact emerge i n  t h e  l a s t  f e w  weeks  of t h e  period. 

In t h e  l a t e  December and e a r l y  January weeks, however, t h e r e  were 



s e a s o n a l  money market p r e s s u r e s  mnpourdd by heavy demands f o r  

excess  r e s e r v e s  and late-in-the-week reserve s h o r t f a l l s  t h a t  

produced h ighe r  than  in tended  borrowing l e v e l s  and funds t r ad ing  

over 1 0  p e r c e n t  a t  times. The f inanc ia l  markets took t h e s e  un­

in tended  p r e s s u r e s  around year-end p r e t t y  much i n  s t r i d e ,  with 

l i t t l e  or no thought  t h a t  t h e  System was d e l i b e r a t e l y  c u r t a i l i n g  

reserve a v a i l a b i l i t y .  Once past the  year-end p e r i o d ,  t h e  four 

weeks from January  6 t o  February 2 ,  borrowing averaged about  $ 2 4 0  

m i l l i o n  and weekly ave rage  funds  r a t e s  were w i t h i n  a f e w  b a s i s  

p o i n t s  of 8 1/2 pe rcen t .  ( I n  t h e  l a s t  two f u l l  weeks,  borrowing 

averaged about $150 m i l l i o n . )  So f a r  t h i s  week, borrowing averages 

about $110 m i l l i o n  wh i l e  funds  average 8 1 /2  pe rcen t .  Excess 

reserves have cont inued  t o  run  higher than normal, a l though i t ’ s  

i n t e r e s t i n g  t o  n o t e  t h a t  subsequent d a t a  r e v i s i o n s  and r e se rve  

ad jus tments  have pared down t h e  e a r l i e r  excesses  from t h e  l e v e l s  

r e p o r t e d  i n i t i a l l y .  

Over t h e  in t e rmee t ing  i n t e r v a l ,  Desk o p e r a t i o n s  drained 

a l a r g e  amount of reserves through s a l e s  and redemptions of about 

$5 b i l l i o n  of Treasury  b i l l s ,  including $3.6 b i l l i o n  i n  sales t o  

fore ign  a c c o u n t s  and $1.4 b i l l i o n  of redemptions. These reduct ions  

served t o  o f f s e t  t h e  release of reserves  produced by seasonal  r e t u r n  

f lows  of c u r r e n c y  from c i r c u l a t i o n  a f t e r  Christmas,  compounded by 

d e c l i n e s  i n  r e q u i r e d  r e s e r v e s  as a r e s u l t  of r e g u l a t o r y  changes, 

s e a s o n a l  d e p o s i t  d e c l i n e s ,  and paydowns of l a r g e  CDs. Frequent ly ,  

though, it was necessa ry  t o  i n t e r s p e r s e  t h e  o u t r i g h t  sales or 
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redemptions wi th  temporary i n j e c t i o n s  of r e se rves  through ar rang­

ing S y s t e m  o r  f o r e i g n  account repurchase agreements. T h i s  was 

done, f o r  example, t o  cope with temporary enlargements of t h e  pool  

of f o r e i g n  repurchase  o r d e r s ,  or t o  d e a l  with occas iona l  day-to-day 

r e s e r v e  s h o r t f a l l s .  On j u s t  one occas ion ,  t h e  Desk absorbed 

r e s e r v e s  temporar i ly  through matched sale-purchase t r a n s a c t i o n s  

i n  t h e  market. 

I n c i d e n t a l l y ,  during t h e  f u l l  calendar  year  1982, t h e  

System's o u t r i g h t  ho ld ings  of Treasury and agency s e c u r i t i e s  in-

c reased  by about $8 b i l l i o n ,  or about $10 b i l l i o n  i f  you inc lude  

repurchase  agreements. The $10 b i l l i o n  f i g u r e  was about  equa l  t o  

t h e  r ise i n  cur rency  i n  c i r c u l a t i o n  over  t h e  year ,  w i th  o t h e r  

fictors roughly o f f s e t t i n g .  

Interest  rate changes were modest i n  s i z e  and mixed i n  

d i r e c t i o n  over t h e  i n t e r v a l  s i n c e  t h e  l a s t  meeting, responding t o  

a v a r i e t y  of i n f luences .  Most s h o r t - t e r m  r a t e s  tended downward 

a f t e r  g e t t i n g  p a s t  t h e  per iod of year-end p res su res ,  p a r t l y  respond­

ing  t o  lower Fede ra l  funds r a t e s  and f a i r l y  widespread e x p e c t a t i o n s  

of ano the r  d i s c o u n t  ra te  c u t .  I n  t h e  l a s t  couple of weeks, however, 

s h o r t  r a t e s  have backed up, i n  some cases r e t u r n i n g  t o  l e v e l s  as 

high or higher  t h a n  a t  t h e  t i m e  of t h e  l a s t  meeting. I n  p a r t  t h i s  

r e f l e c t e d  dwindling a n t i c i p a t i o n s  of another  d i s c o u n t  rate cut--or 

more g e n e r a l l y  an expec ta t ion  t h a t  a r ev iv ing  economy is less l i k e l y  

t o  see f u r t h e r  ra te  r educ t ions  and may encounter  i n c r e a s e s  in s t ead .  

I n  a d d i t i o n ,  marke t  s u p p l i e s  have been a f a c t o r  i n  some cases .  
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Treasury b i l l s ,  f o r  example, a r e  h i g h e r  i n  y i e l d  now 

than a t  t h e  t i m e  of t he  December meeting. Three- and six-month 

bills were auc t ioned  on Monday a t  8.25 and 8.35 percen t ,  compared 

with 1.86 and 8.10 percent  j u s t  b e f o r e  t h e  l a s t  meeting and lower 

r a t e s  than  t h a t  i n  mid-January. Unremi t t ing  Treasu ry  a d d i t i o n s  t o  

weekly and monthly b i l l s  have more t h a n  o f f s e t  some m a t u r i t i e s  of 

cash  management b i l l s ,  while t h e  d r o p  i n  t h e  System's  b i l l  ho ld ings  

a l s o  augmented supp l i e s .  Rates on bank CDS ended t h e  per iod  wi th  

l i t t l e  n e t  change--s l ight ly  lower for  very  s h o r t  m a t u r i t i e s  and 

higher f o r  t h e  longer  matur i t ies--while  t o t a l  s u p p l i e s  con t r ac t ed .  

Banks c u t  t h e i r  prime r a t e  by 1/2 pe rcen tage  point  t o  11 p e r c e n t  

i n  e a r l y  January,  b u t  t h e r e  seems l i t t l e  expectation of ano the r  

reduct ion  soon. 

Yie lds  increased f o r  most i n t e r m e d i a t e  and longer  term 

issues, e s p e c i a l l y  i n  t h e  l a t t e r  weeks of t h e  p e r i o d  as  m o s t  market 

p a r t i c i p a n t s  gave up a n t i c i p a t i n g  a d i s c o u n t  rate c u t  and focussed 

more on t h e  huge Treasury d e f i c i t s  and s i g n s  of a developing 

bus iness  recovery .  Reports of moderate money growth i n  December 

were r e a s s u r i n g ,  b u t  renewed growth i n  Janua ry  genera ted  some 

concern--even though such concern w a s  tempered by t h e  r e a l i z a t i o n  

t h a t  major r e d i s t r i b u t i o n  flows are d i s t o r t i n g  t h e  usua l  measures. 

Rates  on i n t e r m e d i a t e  term Treasury  i s s u e s  rose about 10-25 basis 

p o i n t s  wh i l e  t h e  over 10-year rates pushed up more l i k e  25-35 b a s i s  

po in t s .  The Treasury r a i s e d  some $ 2 0  b i l l i o n  through sales of 

coupon i ssues- - inc luding  about $9 b i l l i o n  i n  t h e  re funding  i s s u e s  
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sold l a s t  week. Comparing t h e  auc t ion  ra tes  of t h o s e  3 ,  1 0  and 

30-year issues w i t h  t h e  s i m i l a r  m a t u r i t i e s  t h r e e  months--and two 

discount r a t e  c u t s - - e a r l i e r ,  t h e  r e c e n t  rates were h ighe r  by 1 2 ,  

4 4  and 55 b a s i s  p o i n t s .  The market i s  s t i l l  work ing  t o  d i g e s t  

these issues,  wi th  a l l  t h r e e  t r a d i n g  t h i s  morning a b i t  under 

issue p r i ce .  

Y ie lds  on co rpora t e  i s sues  rose more modest ly  t h a n  on 

Treasur ies .  O f f e r i n g s  were l i g h t  around year-end,  and o n l y  

moderate a f t e r  t h e  new year  began, probably r e f l e c t i n g  a combination 

of unrecept ive  m a r k e t s  and lack  of g r e a t  urgency from t h e  i s s u e r s '  

s ide .  Tax-exempt y i e l d s ,  on t h e  o t h e r  hand, came down n o t i c e a b l y  

a f t e r  year-end, a s  new i ssuance  abated w i t h  t h e  ending of t h e  rush  

t o  market d e f i n i t i v e  s e c u r i t i e s  be fo re  year-end. The d a t e  for  

r equ i r ing  i s s u e s  t o  be i n  r e g i s t e r e d  form h a s  now been moved t o  

Ju ly  1, so perhaps  w e  can  a n t i c i p a t e  ano the r  m a d  r u s h  of b e a r e r  

form bonds j u s t  b e f o r e  mid-year. 
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A t  the  beginning of 1983 t h e  d o l l a r  appeared t o  be f i rmly  

e s t ab l i shed  on an ex tended  downward t r e n d ,  a downward t r end  t h a t  had 

begun i n  mid-November when t h e  exchange market was p a r t i c u l a r l y  a t t e n t i v e  

t o  o u r  dec l in ing  i n t e r e s t  rates and t o  our  emerging very l a r g e  t r a d e  and 

cu r ren t  account d e f i c i t s  and widely repor ted  upward r e v i s i o n s  i n  those 

d e f i c i t s .  

But i n  mid-January,  the  s i t u a t i o n  changed ab rup t ly .  The d o l l a r  

rebounded sha rp ly ,  r o s e  about 6 t o  7 percent  a g a i n s t  the major c r e d i t o r  

cu r renc ie s ,  recover ing  about ha l f  of t h e  e a r l i e r  dec l ine .  The rebound 

r e f l e c t e d  a s h i f t  i n  i n t e r e s t  r a t e  expec ta t ions  when the  d i scoun t  r a t e  

f a i l e d  t o  f a l l  f u r t h e r  and t h e  convic t ion  spread t h a t  U.S. i n t e r e s t  r a t e s  

might r i s e .  A t t en t ion  focused on the  f i r s t  s i g n s  of economic recovery,  and 

most impor tan t ly  on t h e  prospect  of  huge budget d e f i c i t s  without  evidence 

of a p o l i t i c a l  consensus on how t o  d e a l  wi th  those d e f i c i t s .  The s h i f t  i n  

t h e  i n t e r e s t  r a t e  environment overshadowed o t h e r  f a c t o r s ,  i nc lud ing  concern 

about the  c u r r e n t  account d e f i c i t  even though t h e  prospec ts  of s e r i o u s  

balance of payments d e t e r i o r a t i o n  remained. 

Technica l ly  t h e  d o l l a r  had been overso ld ,  and t h e  rebound a f t e r  

mid-January was r e in fo rced  s e v e r a l  times a t  progress ive ly  h ighe r  l e v e l s  as 

market p a r t i c i p a n t s  moved t o  cover s h o r t  d o l l a r  p o s i t i o n s  which had been 

e s t a b l i s h e d  since mid-November. Our d a t a  on t h e  fore ign  exchange p o s i t i o n  

of banks, and on t h e  much h igher  l e v e l s  of t r a d i n g  and of l a r g e  open posi­

t i o n s  i n  t h e  fo re ign  cur rency  f u t u r e s  markets seem t o  be  c o n s i s t e n t  wi th  a 
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covering of sho r t  p o s i t i o n s  a t  t h a t  time. The markets i n  January were o f t en  

charac te r ized  a s  v o l a t i l e  and choppy, and our measures of d a i l y  v o l a t i l i t y  

showed some inc rease  i n  January. 

There was much l e s s  o f f i c i a l  i n t e r v e n t i o n  on a ne t  b a s i s  than i n  

previous months. P a r t l y  t h i s  r e f l e c t e d  less p res su re  within t h e  EMS, a s  

the market judged t h a t  no realignment would occur p r i o r  t o  t h e  French and 

German e l e c t i o n s  i n  e a r l y  March. P a r t l y  t h e  lower i n t e r v e n t i o n  may have 

r e f l e c t e d  a German in te res t  not t o  be in f luenc ing  t h e  r a t e  too much before  

the e l e c t i o n s .  B u t  the  d o l l a r ' s  r i s e  was seen by o t h e r s  a s  e s s e n t i a l l y  a 

d o l l a r  phenomenon, and the re  w a s  l i t t l e  r e s i s t a n c e  t o  t h a t  r i s e  through 

i n t e r v e n t i o n ,  even though the exchange r a t e  was a c o n s t r a i n t  t o  eas ing  of 

monetary condi t ions  i n  o ther  coun t r i e s ,  and appa ren t ly  delayed o r  fore-

s t a l l e d  such moves. 

More r ecen t ly  the  d o l l a r  has been moving up and down wi th in  a 

r a t h e r  broad t r ad ing  range. I n  terms of t h e  German mark, the  range seems 

to  be from about  2.40 t o  about 2.48.  Within t h a t  range t h e r e  a r e  a l o t  of 

t r a n s i t o r y  movements seemingly r e l a t e d  t o  day-to-day s h i f t s  on i n t e r e s t  

r a t e s  and o t h e r  p o l i t i c a l  and economic f a c t o r s .  
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FOMC RECOMMENDATIONS 

S i n c e  t h e  l a s t  meet ing of  t h e  Committee, t h e  Bank of Mexico w a s  

g r a n t e d  f i v e  drawings t o t a l i n g  $320 m i l l i o n  on i t s  combined $1.85 b i l l i o n  

31s-U.S. s p e c i a l  c r e d i t  f a c i l i t y ,  l e a v i n g  $140 m i l l i o n  s t i l l  a v a i l a b l e  i n  

t h a t  f a c i l i t y .  The Mexican a u t h o r i t i e s  were a l s o  g r a n t e d  three-month 

r enewa l s  o f  f i v e  e a r l i e r  drawings t o t a l i n g  $586.9 m i l l i o n .  The Bank of  

Mexico r e p a i d  $327 m i l l i o n  of i t s  $700 m i l l i o n  drawing on t h e  r e g u l a r  

F e d e r a l  Rese rve  swap l i n e  u s i n g  t h e  p roceeds  of i t s  f i r s t  d rawings  under  

t h e  INF agreement .  On February 3 i t  was agreed t h a t  t h e  F e d e r a l  Reserve 

would ex tend  u n t i l  Feb rua ry  28 t h e  remaining $373  m i l l i o n  o u s t a n d i n g  on t h i s  

l i n e ,  which had been s c h e d u l e d  t o  mature  on F e b r u a r y  4 .  

Mr. Chairman, swap drawings t o t a l i n g  $142.2 b i l l i o n  by Nexico 

unde r  t h e  F e d e r a l  Reserve s p e c i a l  swap arrangement  w i l l  m a t u r e  between 

now and A p r i l  8 ,  1983. Of t h e s e ,  s i x  drawings t o t a l i n g  $61 .2  m i l l i o n  w i l l  

come u p  f o r  t h e i r  f i r s t  renewal a n d  seven  drawings t o t a l i n g  $81.0 m i l l i c n  

f o r  t h e  second renewal .  I would proposed t h a t  a l l  of t h e s e  d rawings  be 

ex tended  for t h r e e  more months. You w i l l  recal l  t h a t  a l l  d rawings  on t h i s  

f a c i l i t y  a r e  s u b j e c t  t o  t h r e e  renewals  of  t h r e e  months each and a r e  to '  be  

l i q u i d a t e d  by August 23 ,  1983. 




